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24 focus on restructuring, margin improvement 
Discovery Communications (Discovery) announced May 17 that nwill close its 103 
retail sbres by 3207. Instead the company will focus on increasing I s  partnerships 
with large retail- and improving L e-mmmene platfwm. The stores are 
estimated to have annual revenues of S130mn with an operating loss of -530mn. 
Discovery recorded an $1 lmn restruduring charge in 1Q and we anticbate furlher 
charges as Discovery realigns and restruciures its business segments. 

While CEO David Zaslav has indicated that he intends to reinvest cost savings 
derived frun headcount redudons into more original programming and higher 
marketing spend, we believe there is also an opportunity to improve the company's 
margins Consolidated Discovery margins ofJo% lag industry peers, eg V m m ,  
Disney, R a i n h ,  by 300 to 1500bps. Sine beginning his tenure. Mr. Zaslsv has 
announced the elimination d over 1,303 positions or more than 25% of tne 
canpany's total woMorce 

Cox transaction closed, next steps? 
On May 14. Discovey completed its previously announced transaction with Cox 
Communications, in which Cox redeemed its 25% interest in Discovery for $1.28bn 
in cash and 100% of the interest in the Travel Channel (est value $880mn-1 .lbn) 
and Travel Channel.com. Discovery Holdings Company (DHC) now owns 66.7% of 
Discovery and Advance/Newhouse ( N N )  hdds the remaining 33% slake. We 
antidpate the Cox deal will resun in greater invesla transparency. as, in our view, 
the lack of information at DHC remains a negative for the stock. The Cox 
transaction may also increase the lkelihwd that AIN oantnbutes its pust-c!using 
33% interest in Dismvery into publicly traded DHC or, anernativeiv, exits Discovery 
in a similar fashion as Cox. which could be a material positive for DHC 
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